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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  Assistant  Secretary  for 
Community  Planning  and  Development 

24  CFR  Part  570 

(Docket  No.  R-79-4981 

Community  Development  Block 
Grants;  Loan  Guarantees 

agency:  Department  of  Housing  and 

Urban  Development. 

action:  Final  rulemaking. _ ' 

summary:  The  Secretary  is  issuing  final 
rules  on  Subpart  M  of  the  regulations  for 
the  community  development  block  grant 
program  governing  loan  guarantees 
under  section  108  of  the  Housing  and 
Community  Development  Act  of  1974,  as 
amended  ("section  108”).  Rules 
governing  loan  guarantees  have  been 
revised  to  incorporate  changes 
authorized  by  Title  I  of  the  Housing  and 
Community  Development  Act  of  1977. 
EFFECTIVE  DATE:  October  5. 1979. 

FOR  FURTHER  INFORMATION  CONTACT: 
Paul  D.  Webster,  Financial  Analyst, 
Office  of  Block  Grant  Assistance,  HUD/ 
Community  Planning  and  Development. 
Room  7178,  451  Seventh  Street,  S.W., 
Washington,  D.C.  20410,  (202)  755-6326. 
SUPPLEMENTARY  INFORMATION*.  On 
January  18, 1978  revisions  to  Subpart  M 
were  published  in  the  Federal  Register 
(43  FR  2714)  as  an  interim  rule. 

Interested  parties  were  given  until 
March  1, 1978  to  submit  views  and 
comments.  All  comments  were 
considered  carefully  in  development  of 
the  final  rule.  There  follows  a  discussion 
of  the  significant  comments  and  the 
changes  that  were  made. 

Eligible  Applicants 

There  were  several  comments 
objecting  to  the  limitation  on  eligibility 
to  metropolitan  cities  and  urban 
counties.  Commenters  on  this  issue 
recommended  for  a  number  of  reasons 
that  eligibility  be  extended  to 
communities  receiving  Comprehensive 
Grants  with  multiyear  funding 
commitments  under  the  Small  Cities 
program.  All  commenters  argued  that 
such  communities  are  on  a  par  with 
metropolitan  cities  and  urban  counties 
with  respect  to  their  access  to  an 
assured  source  of  funds  for  loan 
repayment. 

The  Department  agrees  that  small 
cities  with  multiyear  funding 
commitments  can  o^er  adequate 
security,  provided  the  loan  guarantee 
covers  the  same  period  as  the 


commitment.  As  indicated  in  the  interim 
rule,  an  ability  to  furnish  adequate 
security  is  the  principal  criterion  of 
eligibility  to  apply  for  loan  guarantee 
assistance.  Therefore,  it  is  deemed 
appropriate  to  extend  eligibility  to  these 
communities.  As  the  first  step  to 
accomplish  this,  a  proposed  rule  soon 
will  be  published  in  the  Federal  Register 
that  would  include  small  cities  receiving 
Comprehensive  Grants  with  multiyear 
funding  commitments  as  eligible 
applicants. 

Careful  consideration  was  given  to 
including  these  communities  as  eligible 
applicants  under  this  rule.  However, 
further  rulemaking  is  deemed  essential 
for  the  following  reasons. 

Since  the  interim  rule  limited 
eligibility  to  entitlement  recipients, 
many  loan  guarantee  requirements  were 
developed  in  light  of  requirements 
applicable  to  entitlement  grants.  These 
include  application  submission 
requirements,  criteria  for  disapproval  of 
loan  guarantee  requests,  and  reduction 
in  the  amount  of  loan  guarantee 
assistance  requested.  Requirements  on 
the  maximum  loan  amount  and  the  loan 
repayment  period  are  also  consonant 
with  the  entitlement  grant  concept 

Loan  guarantee  requirements  also 
should  be  consonant  with  the 
requirements  of  the  Small  Cities 
program.  At  the  same  time,  the  interests 
of  the  Department  as  guarantor  must  be 
protected.  However,  both  objectives 
cannot  be  achieved  without  extensive 
revision  of  this  rule.  Provisions  of  this 
subpart  pertaining  to  the  loan 
repayment  period,  review  and  approval 
of  applications,  submission 
requirements,  and  the  maximum  loan 
amount  will  all  require  modification.  In 
addition,  preapplication  submission 
requirements  must  be  developed  and 
included  in  this  subpart. 

Further  rulemaking  will  obtain  for  the 
Department  the  useful  comments  and 
recommendations  of  interested  parties 
on  the  substantial  changes  resulting 
from  extending  eligibility  and  will  help 
avoid  the  risk  of  arbitrary  action. 
Publication  of  the  proposed  rule  will 
have  the  added  beneht  of  assuring  that 
the  impact  of  extending  eligibility  on  the 
administration  of  the  Small  Cities 
program  is  fully  considered. 

Based  on  the  foregoing  considerations, 
the  requirements  of  this  section  will  not 
be  changed  at  this  time. 

Eligible  Activities 

The  introductory  statement  of  this 
section  has  been  changed  to  note  that 
for  purposes  of  determining  the 
eligibility  of  activities  for  which  loan 
guarantee  assistance  may  be  provided, 

§  570,204  does  not  apply.  Section 


570.204,  which  authorizes  assistance  to 
be  provided  directly  to  certain  qualified 
private  entities,  is  inapplicable  since 
further  grants  or  loans  may  not  be  made 
from  guaranteed  loan  funds. 

Section  570.701(a)  has  been  clarified 
to  indicate  that  acquisition  of  real 
property  must  be  by  the  unit  of  general 
local  government  or  its  designated 
pubUc  agency. 

The  introductory  statement  of 
S  570.701(c),  governing  related  expenses, 
has  been  revised  to  indicate  that  such 
expenses  must  be  related  to  the 
acquisition,  rehabilitation,  development, 
or  use  of  the  real  property  assisted 
under  this  subpart. 

Section  570.701(c)(4)  has  been 
clariHed  to  better  delineate  the  types  of 
property  improvements  that  are  eligible 
for  construction,  reconstruction,  or 
installation  with  loan  guarantee 
assistance.  These  include  all  of  the 
types  of  public  improvements  and  public 
utilities  eligible  for  assistance  under 
Subpart  C,  and  those  eligible  public 
facilities  under  Subpart  C  which  are  not 
buildings.  For  example,  parking  lots, 
water  and  sewer  lines,  and  utility  lines 
would  all  be  eligible  for  loan  guarantee 
assistance;  however,  a  fire  station  or  a 
public  parking  garage  would  be 
ineligible.  As  a  further  criterion  of 
eligibility,  expenses  eligible  under 
§  570.701(c)(4)  must  be  related  to  the 
preparation  for  development  or  use  of 
the  assisted  property. 

Application  Requirements 

The  requirement  specified  in 
§  570.702(a)(2)  that  an  application  for 
loan  guarantee  assistance  include  a 
proposed  instrument  effecting  a  pledge 
of  grant  has  been  deleted.  This 
requirement  is  no  longer  necessary 
because  the  form  of  the  pledge  of  grant 
required  as  security  for  repayment  of 
obligations  guaranteed  under  this 
subpart  shall  be  prescribed  by  HUD  and 
included  as  a  provision  of  the  contract 
required  under  §  570.703(b)(1).  The 
requirement  for  an  opinion  of  counsel  as 
to  the  applicant’s  legal  authority  to 
make  such  pledge  has  also  been  deleted. 
In  lieu  of  this  opinion  of  counsel,  the 
applicant  shall  be  required  to  submit  a 
certification  providing  assurance  that  it 
possesses  legal  authority  to  make  the 
pledge  of  grants  required  under 
S  570.703(b)(2). 

The  reference  to  “community 
development  budget"  in  §  570.702(b)  is 
changed  to  "cost  summary.” 

In  paragraph  (d)  of  §  570.702,  which 
governs  HUD  review  and  approval  of 
applications,  subparagraphs  (1),  (2),  and 
(3)  of  the  interim  rule  have  been 
redesignated  as  subdivisions  (i),  (ii),  and 
(iii)  of  subparagraph  (1)  of  the  final  rule. 


Federal  Register  /  Vol.  44.  No.  170  /  Thursday.  August  30.  1979  /  Rules  and  Regulations  51161 


In  §  570.702(d)(l)(i),  as  redesignated, 
the  reference  to  “§  570.306(b)(2)’’  has 
been  changed  to  "570.311(c).” 

Section  570.702(d)(l)(ii)  of  the  final 
rule  has  been  revised  to  clarify  that  a 
loan  guarantee  request  may  be 
disapproved  whenever  the  Secretary 
determines  that  the  guarantee 
constitutes  an  unacceptable  financial 
risk.  This  change  is  essential  to  permit 
consideration  of  all  factors  relevant  to 
determining  financial  risk,  including  but 
not  limited  to:  length  of  proposed 
repayment  period,  ratio  of  expected 
annual  debt  service  requirements  to 
expected  annual  grant  amount,  an 
applicant's  status  as  a  metropolitan  city 
or  urban  county  during  the  proposed 
repayment  period,  and  an  applicant’s 
ability  to  furnish  adequate  security 
pursuant  to  §  570.703(b). 

A  new  provision,  §  570.702(d)(2),  has 
been  added  which  specifies  the  reasons 
for  which  HUD  may  reduce  the  amount 
of  loan  guarantee  assistance  requested. 
This  provision  corresponds  to 
§  570.311(e)  and  is  added  to  ensure  that 
loan  guarantee  funds  are  approved  for 
use  in  a  manner  consonant  with 
statutory  and  administrative 
requirements  applicable  to  approval  of 
block  grant  funds. 

Paragraph  (e)(2)  of  this  section  has 
been  modified  to  indicate  the 
applicability  of  environmental  review 
requirements  for  multiyear  projects  to 
designated  public  agencies.  Changes 
have  also  been  made  to  conform  this 
provision  to  the  requirements  of 
§  570.301(d). 

Loan  Requirements 

Section  570.703(a)  has  been  modified 
to  indicate  the  requirement  pertaining  to 
the  maximum  loan  amount  also  applies 
to  notes  or  other  obligations  issued  by 
designated  public  agencies.  The 
reference  to  “§  570.102”  is  changed  to 
“§  570.311.” 

Section  570.703(b)(1)  has  been 
changed  for  the  sake  of  clarity  to  note 
that  the  contract  required  under  this 
provision  shall  be  entered  into  with 
HUD. 

Section  570.703(c)(2)  has  been 
changed  to  more  clearly  reflect  the  full 
scope  of  the  Secretary’s  authority  to 
apply  pledged  grants.  In  this  regard,  the 
Secretary  is  authorized  to  apply  grant 
funds  pledged  pursuant  to  paragraph 
(b)(2)  of  this  section,  whether  or  not 
there  has  been  a  default  by  the  borrower 
requiring  payments  pursuant  to  the 
Secretary's  guarantee.  This  authority  is 
reflected  in  the  contract  required  by 
paragraph  (b)(1)  of  this  section. 

Section  570.703(e)  has  been  changed 
to  note  the  applicability  of  this  provision 
to  designated  public  agencies. 


Comments  Not  Acted  Upon 

Several  comments  were  received 
which  after  due  consideration  were  not 
accepted.  There  follows  a  discussion  of 
these  comments. 

Some  commenters  recommended  that 
§  570.703(b),  which  pertains  to  the 
contract  and  pledge  of  grants  required 
as  security,  be  modified  to  accomodate 
the  requirements  of  states  having 
limitations  prohibiting  political 
subdivisions  from  incurring 
indebtedness  beyond  the  current  fiscal 
year.  The  proposed  regulation  has  been 
retained  because  it  reflects  the  statutory 
provision  (section  100(d))  on  which  it  is 
based  more  precisely  than  the 
alternatives  presented  by  the 
commenters;  however,  where  the  form 
of  the  contract  or  pledge  is  an  obstacle 
to  participation  under  the  loan 
guarantee  provision,  HUD  will  consider 
modifications  on  a  case  by  case  basis, 
provided  such  modifications  do  not 
impair  the  security  for  the  loan 
guarantee  or  result  in  nonconformance 
with  the  statutory  provision. 

Section  570.702(a)(3),  requiring  that 
applicants  certify  that  neither  they  nor 
public  agencies  own  property  suitable 
for  the  purpose  for  which  the  guarantee 
is  being  requested,  was  criticized  as 
being  too  restrictive.  It  was 
recommended  that  this  requirement  be 
waived  under  specified  circumstances. 
Although  waiver  of  this  requirement  will 
be  considered  under  extenuating 
circumstances,  such  circumstances  will 
not  be  specified  in  the  regulations.  If  a 
particular  application  of  this 
reguirement  meets  the  criteria  for  a 
waiver  under  §  570.4,  a  request  for 
waiver  of  the  requirement  will  be 
considered. 

One  commenter  noted  that  the  Act 
authorizes  the  Secretary,  at  her  - 
discretion,  to  require  other  security  to  be 
furnished  (e.g.,  tax  increments),  and 
urged  that  §  570.702(c)  be  changed  to 
indicate  that  approval  of  a  loan 
guarantee  request  reflects  consideration 
of  such  other  security.  HUD  will  utilize 
this  authority  and  require  revenues 
which  may  result  from  activities 
financed  under  this  subpart  and  which 
constitute  program  income  under 
§  570.506  to  be  pledged  as  additional 
security.  However,  the  pledge  of  such 
revenues  will  not  be  a  factor  in  the 
determination  as  to  whether  a  loan 
guarantee  covering  a  repayment  period 
of  six  years  or  less  is  an  acceptable 
financial  risk.  This  does  not  preclude  an 
applicant  from  developing  a  Hnancial 
plan. which  provides  for  the  utilization  of 
other  revenues,  in  lieu  of  block  grant 
funds,  for  payment  of  principal  or 
interest.  It  is,  however,  the  applicant’s 


responsibility  to  determine  whether 
other  revenues  are  sufficient  for  that 
purpose.  Because  HUD  will  make  no 
determination  as  to  the  sufficiency  of 
other  security,  the  recommended  change 
was  not  adopted. 

It  was  recommended  that  a  new 
provision  be  added  to  §  570.702  which 
would  require  the  applicant  to  comply 
with  the  procedures  prescribed  by  the 
Advisory  Council  on  Historic 
Preservation  in  36  CFR  Part  800  if  the 
project  would  affect  resources  listed  or 
eligible  for  listing  in  the  National 
Register  of  Historic  Places.  This 
requirement  is  set  forth  in  §  570.604  and 
is  made  applicable  under  §  570.705  to 
activities  or  projects  assisted  under  this 
subpart.  It  is  therefore  unnecessary  to 
repeat  the  requirement  in  a  separate 
provision. 

A  Finding  of  Inapplicability  with 
respect  to  Environmental  Impact  has 
been  prepared  in  accordance  with  HUD 
Handbook  1390.1.  A  copy  of  the  Finding 
is  available  for  inspection  and  copying 
during  business  hours  in  the  Office  of 
the  Rules  Docket  Clerk,  Room  5216, 
Department  of  Housing  and  Urban 
Development,  451  Seventh  Street,  S.W., 
Washington,  D.C.  20410. 

Accordingly,  24  CFR  Part  570  is 
amended  by  revising  Subpart  M  as  set 
forth  below. 

PART  570— COMMUNITY 
DEVELOPMENT  BLOCK  GRANTS 

Authority:  Title  1,  Housing  and  Community 
Development  Act  of  1974  (I^b.  L.  93-383.  88 
Stat.  633). 

Subpart  M— Loan  Guarantees 

§  570.700  Eligible  applicants. 

(a)  Units  of  general  local  government 
entitled  to  receive  basic  grant  amounts 
under  §  570.102  (metropolitan  cities  and 
urban  counties)  may  apply  for  loan 
guarantee  assistance  under  this  subpart. 
Loan  guarantee  assistance  will  be 
limited  to  such  entitlement  recipients  in 
order  to  assure  a  reasonably  certain 
source  of  repayment. 

(b)  Public  agencies  may  be  designated 
by  eligible  units  of  general  local 
government  to  receive  a  loan  guarantee 
on  notes  or  other  obligations  issued  by 
the  public  agency  in  accordance  with 
this  subpart.  In  such  case  the  applicant 
unit  of  general  local  government  shall  be 
required  to  pledge  its  current  and  future 
entitlement  grants  as  security  for  the 
notes  or  other  obligations  issued  by  the 
public  agency. 

§570.701  Eligible  activHies. 

For  purposes  of  determining  the 
eligibility  of  the  following  activities  for 
which  loan  guarantee  assistance  may  be 
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provided,  the  requirements  of  Subpart  C 
(other  than  |  570.204)  shall  apply: 

(a)  Acquisition  by  the  unit  of  general 
local  government  or  its  designated 
public  agency  of  real  property  (including 
improvements  thereon)  including 
acquisition  for  economic  development 
purposes. 

(b)  Rehabilitation  of  real  property 
(including  improvements  thereon) 
owned  or  acquired  by  the  unit  of  general 
local  govenunent. 

(c)  Payment  of  the  following  expenses 
related  to  the  acquisition,  rehabilitation, 
development,  or  use  of  the  real  property. 

(1)  Interest  on  obligations  guaranteed 
under  this  subpart. 

(2)  Relocation  payments  and 
assistance  for  individuals,  families, 
businesses,  nonprofit  organizations,  and 
farm  operations  displaced  by  activities 
financed  with  loan  guarantee  assistance. 
(Further  information  regarding 
relocation  costs  is  set  forth  in  §  570.602.) 

(3)  Clearance,  demolition  and  removal 
of  buildings  and  improvements, 
including  movement  of  structures  to 
other  sites. 

(4)  Construction,  reconstruction,  or 
installation  of  public  improvements, 
utilities,  or  facilities  (other  than 
buildings)  related  to  the  preparation  for 
development  or  use  of  the  real  property. 
For  example,  parking  lots,  water  and 
sewer  lines,  and  utility  lines  would  be 
eligible  for  loan  guarantee  assistance, 
but  a  fire  station  and  a  public  parking 
garage  would  be  ineligible. 

§  570.702  Application  requirements. 

An  application  for  loan  guarantee 
shall  be  made  as  a  part  of  an  application 
for  grant  assistance  or  as  a  Community 
Development  Program  amendment. 
Except  as  provided  in  the  following 
paragraphs,  the  applicant  shall  comply 
with  the  application  requirements 
outlined  in  Subpart  D. 

(a)  Other  submission  requirements.  In 
addition  to  the  documentation  required 
to  be  submitted  with  a  grant  application, 
an  application  for  loan  guarantee  shall 
include  the  following: 

(1)  A  schedule  for  repayment  of  the 
loan  which  identifies  the  sources  of 
repayment: 

(2)  A  certification  providing  assurance 
that  the  applicant  possesses  legal 
authority  to  make  the  pledge  of  grants 
required  under  §  570.703(b)(2). 

(3)  When  the  proceeds  of  the  loan  are 
to  be  used  for  acquisition  of  real 
property,  a  certification  providing 
assurance  that  real  property  already 
owned  by  the  applicant  or  a  local  public 
agency  is  not  suitable  for  the  intended 
use  of  the  land  to  be  acquired,  and  a 
brief  statement  of  the  reasons  why  the 
existing  land  inventory  is  inadequate. 


(b)  Community  Development  Program. 
The  project  summary  shall  specify  those 
activities  that  will  be  financed  with  loan 
guarantee  assistance.  Proceeds  from 
guaranteed  loans  shall  be  identified  as 
an  anticipated  resource  in  the  cost 
summary.. 

(c)  Economic  feasibility  and  financial 
risk.  The  Secretary  will  make  no 
determination  with  respect  to  the 
economic  feasibility  of  projects 
proposed  to  be  funded  with  the  proceeds 
of  guaranteed  loans;  such  determination 
is  the  responsibility  of  the  applicant.  In 
determining  whether  a  loan  guarantee 
constitutes  an  acceptable  financial  risk, 
the  Secretary  will  consider  the 
applicant's  current  and  future 
entitlement  block  grants  as  the  primary 
source  of  loan  repayment.  Approval  of  a 
loan  guarantee  under  this  subpart  is  not 
to  be  construed,  in  any  way,  as 
indicating  that  HUD  has  agreed  to  the 
feasibility  of  a  project  beyond 
recognition  that  block  grant  funds 
should  be  sufficient  to  retire  the  debt. 

(d)  HUD  review  and  approval  of 
applications.  The  Area  Office  shall 
review  the  application  for  compliance 
with  application  requirements  specified 
in  Subpart  D  and  this  subpart,  and 
forwai^  the  application  together  with  its 
recommendation  for  approval  or 
disapproval  of  the  requested  loan 
guarantee  to  HUD  Headquarters. 

(l)The  Secretary  will  approve  the  loan 
guarantee  request  unless: 

(1)  One  or  more  of  the  criteria  for 
disapproval  specified  in  §  570.311(c)  are 
applicable. 

(ii)  The  Secretary  determines  that  the 

guarantee  constitutes  an  unacceptable 
financial  risk.  Factors  that  will  be 
considered  in  assessing  financial  risk 
shall  include,  but  not  be  limited  to.  the 
following:  '' 

(A)  The  length  of  the  proposed 
repayment  period; 

(B)  The  ratio  of  expected  annual  debt 
service  requirements  to  expected  annual 
grant  amount; 

(C)  The  applicant's  status  as  a 
metropolitan  city  or  urban  county 
during  the  proposed  repayment  period; 
and 

(D)  The  applicant's  ability  to  furnish 
adequate  security  pursuant  to 

§  570.703(b). 

(iii)  The  guarantee  requested  exceeds 
the  maximum  loan  amount  specified 
under  §  570.703(a). 

(2)  The  Secretary  may  approve  loan 
guarantee  assistance  for  an  amount  less 
than  requested  for  the  following 
reasons: 

(i)  Activities  are  not  eligible  under 
Subpart  C  or  §  570.701; 

(ii)  Activities  do  not  meet  other 
program  requirements,  such  as  benefits 


to  low-  and  moderate-income  persons 
described  in  §  570.302;  or 

(iii)  The  applicant's  performance  does 
not  meet  the  standards  prescribed  in  § 
570.909. 

(3)  The  Secretary  will  notify  the 
applicant  in  writing  that  the  loan 
guarantee  request  has  either  been 
approved  or  disapproved.  If  the  request 
is  disapproved  the  applicant  shall  be 
informed  of  the  specific  reasons  for 
disapproval.  If  the  request  is  approved, 
the  Secretary  shall  issue  an  offer  of 
commitment  to  guarantee  obligations  of 
the  applicant  or  the  designated  public 
agency  subject  to  such  conditions  as  the 
Secretary  may  prescribe,  including  the 
conditions  for  release  of  funds  described 
in  paragraph  (e). 

(e)  Environmental  review.  (1)  the 
applicant  shall  comply  with  HUD 
Environmental  Review  Procedures  (24 
CFR  Part  58)  leading  to  certification  for 
the  release  of  funds  for  each  project 
carried  out  with  loan  guarantee 
assistance.  These  procedures  set  forth 
the  regulations,  policies,  responsibilities, 
and  procedures  governing  the  carrying 
out  of  environmental  review 
responsibilities  of  applicants. 

For  the  purposes  of  this  paragraph,  the 
“release  of  funds”  shall  be  deemed  to 
occur  at  the  time  of  guarantee  of  notes 
or  other  obligations  by  the  Secretary. 

(2)  The  environmental  assessment  of  a 
multiyear  project  financed  with  loan 
guarantee  assistance,  performed  under 
24  CFR  Part  58,  should  encompass  the 
entire  multiyear  scope  of  activities. 

Upon  certification  that  the  applicant  has 
completed  the  environmental 
requirements  for  a  multiyear  project, 
HUD  may  issue  its  release  of  funds  for 
the  entire  project.  The  continued 
authority  of  an  applicant  (or  the 
designated  public  agency,  where 
appropriate)  to  commit  Title  I  funds  to  a 
multiyear  project  or  to  be  reimbursed  for 
the  expenditure  of  local  funds  for  costs 
of  such  project,  after  completion  of 
environmental  requirements  and  HUD 
release  of  funds,  shall  be  subject  to  the 
continued  relevrince  and  completeness 
of  the  environmental  assessment 
performed.  The  applicant  shall,  prior  to 
any  further  commitment  of  funds  to  the 
project,  complete  the  requirements  of  24 
CFR  Part  58  relating  to  the  updating  of 
environmental  clearances  in  the  event 
that; 

(i)  There  is  any  significant  or 
substantial  change  in  the  nature, 
magnitude  or  extent  of  the  project; 

(ii)  There  is  any  significant  or 
substantial  change  in  the  environment 
affecting  the  project;  or 

(iii)  Previously  conducted 
environmental  reviews  are  insufficient 
due  to  changed  circumstances,  including 
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the  availability  of  additional  data  or 
advances  in  technology. 

§  570.703  Loan  requirements. 

(a)  Maximum  loan  amount.  No 
guarantee  or  commitment  to  guarantee 
shall  be  made  with  respect  to  any  note 
or  other  obligation  if  the  total 
outstanding  notes  or  obligations 
guaranteed  under  this  subpart  (including 
principal  and  interest  thereon)  on  behalf 
of  the  applicant  or  public  agency  duly 
designated  by  the  applicant  would 
thereby  exceed  an  amount  equal  to 
three  times  the  amount  of  the 
entitlement  grant  approval  for  the 
applicant  pursuant  to  §  570.311; 
however,  this  maximum  amount  is  to  be 
reduced  by  the  amount  of  any  grant 
funds  required  by  HUD  to  be  applied  to 
the  repayment  of  urban  renewal 
temporary  loans  pursuant  to  §  570.802. 

(b)  Security  requirements.  To  assure 
the  repayment  of  notes  or  other 
obligations  and  charges  incurred  under 
this  subpart  and  as  a  condition  for 
receiving  loan  guarantee  assistance,  the 
applicant  (or  the  applicant  and 
designated  public  agency,  where 
appropriate]  shall; 

(1)  Enter  into  a  contract  with  HUD,  in 
a  form  acceptable  to  the  Secretary,  for 
repayment  of  notes  or  other  obligations 
guaranteed  hereunder, 

(2)  Pledge  any  grant  approved  or  for 
which  the  applicant  may  become 
eligible  under  this  Part;  and 

(3)  Furnish,  at  the  discretion  of  the 
Secretary,  such  other  security  as  may  be 
deemed  appropriate  by  the  Secretary  in 
making  such  guarantees,  including 
increments  in  local  tax  receipts 
generated  by  the  activities  assisted 
under  this  Part  or  disposition  proceeds 
from  the  sale  of  land  or  rehabilitated 
property. 

(c)  Use  of  grants  for  loan  repayment. 
Notwithstanding  any  other  provision  of 
this  Part: 

(1)  Grants  allocated  to  an  applicant 
under  this  Part  (including  program 
income  derived  therefrom]  are 
authorized  for  use  in  the  payment  of 
principal  and  interest  due  (including 
such  servicing,  underwriting,  or  other 
costs  as  may  be  authorized  by  the 
Secretary]  on  the  notes  or  other 
obligations  guaranteed  pursuant  to  this 
subpart. 

(2]  The  Secretary  may  apply  grants 
pledged  pursuant  to  paragraph  (b](2]  of 
this  section  to  any  amounts  due  under 
the  note  or  other  obligation  guaranteed 
pursuant  to  this  subpart,  or  to  the 
purchase  of  such  obligation,  in 
accordance  with  the  terms  of  the 
contract  required  by  paragraph  (b](l]  of 
this  section. 


(d]  Debt  obligations.  Notes  or  other 
obligations  guaranteed  pursuant  to  this 
subpart  shall  be  in  the  form  and 
denominations  prescribed  by  the 
Secretary.  Such  notes  or  other 
obligations  shall  be  issued  and  sold  only 
to  the  Federal  Financing  Bank  under 
such  terms  as  may  be  prescribed  by  the 
Secretary  and  the  Federal  Financing 
Bank. 

(e]  Taxable  obligations.  Interest 
earned  on  obligations  guaranteed  under 
this  subpart  shall  be  subject  to  Federal 
taxation  as  provided  in  Section  108(j]  of 
the  Act. 

All  applicants  or  designated  public 
agencies  issuing  guaranteed  obligations 
must  bear  the  full  cost  of  interest. 

(f]  Loan  repayment  period.  As  a 
general  rule,  the  repayment  period  for  a 
loan  guaranteed  under  this  subpart  shall 
be  limited  to  six  years.  However,  a 
longer  repayment  period  may  be 
permitted  in  special  cases  where  it  is 
deemed  necessary  to  achieve  the 
purposes  of  this  Part. 

§  570.704  Federal  guarantee. 

The  full  faith  and  credit  of  the  United 
States  is  pledged  to  the  payment  of  all 
guarantees  made  under  this  subpart. 

Any  such  guarantee  made  by  the 
Secretary  shall  be  conclusive  evidence 
of  the  eligibility  of  the  obligations  for 
such  guarantee  with  respect  to  principal 
and  interest,  and  the  validity  of  such 
guarantee  so  made  shall  be 
incontestable  in  the  hands  of  a  holder  of 
the  guaranteed  obligations. 

§  570.705  Applicability  of  rules  and 
regulations. 

The  provisions  of  Subparts  A,  B,  C,  D, 
J,  K,  and  O  shall  apply  to  this  subpart, 
except  to  the  extent  they  are  specifically 
modified  or  augmented  by  the 
provisions  of  this  subpart. 

Issued  at  Washington,  D.C.,  August  21, 

1979. 

Robert  C.  Embry,  Jr., 

Assistant  Secretary  for  Community  Planning 
and  Development. 
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